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The Secretaria de Hacienda y Credito Publico (SHCP) has issued an innovative bond on
international debt markets that gives Mexico greater ease to negotiate with creditors in an economic
crisis. Mexico issued US$1 billion worth of the bonds, which will be underwritten by J.P. Morgan
and Goldman Sachs. The bond contains "collective-action" clauses, which limit the rights of
minority holders to block a debt- restructuring plan. The clauses are common in Europe but
until now had not been used in the US markets. Bonds issued previously by Mexico required the
unanimous consent of bondholders for a change in payment terms.
The collective- action clauses allow a restructuring if 75% of bondholders approve. Mexico and other
countries had been reluctant to use these bonds because of concern they would have to pay higherthan-normal interest rates to attract buyers. The SHCP said the decision to issue the bonds was
more symbolic than practical. "This is more about sending a signal to the international markets than
it is about reducing our borrowing costs," said SHCP spokesman Raul Martinez-Ostos.
Analysts said Mexico was able to issue the bond because the country was upgraded to investmentgrade status by Standard & Poor's last year and by Moody's in 1999 (see SourceMex, 1999-08-18 and
2002-02-13).
US President George W. Bush's administration welcomed the Mexican decision. "As a solid
investment-grade borrower, Mexico is making an important contribution to strengthening the
international financial system," said a spokesperson for the US Treasury Department.
The Group of Seven (G-7) finance ministers and central bank governors have also strongly
supported the introduction of the clauses in the private sector. But the collective-action clauses
are controversial because they would compete with a new radical approach endorsed by the
International Monetary Fund (IMF) to handle crises.
The Washington Post reported that the IMF has proposed a system, called the Sovereign Debt
Restructuring Mechanism, that has been likened to a Chapter 11 bankruptcy proceeding for
indebted countries. It would involve an international agreement requiring all bondholders to accept
a debt restructuring approved by a "supermajority" vote.
The debt issue caught the markets by surprise because the Fox administration had said there
were no plans to issue new debt after a US$2 billion bond was announced in early January. "Our
impression was that the government would not contract any more debt this year," said economist
Pablo Vieira da Cunha, a Latin America specialist at Lehman Brothers. [Sources: Reuters, 02/24/03;
The Washington Post, The Financial Times (London), 02/25/03; La Jornada, El Universal, 02/26/03]
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